
Office of Thrift Supervision 
Depanmenr of the Treasum CL+ Counsei 

--- 
1iCOG Street. N.W.. Washrqton. DC. 20552 l \202) 97X-6251 

July 12, 1996 
I 

Dear Mr. : 

This is in response to your letter dated April 10, 1996, in which 
you have asked for our views regarding the authority of: 

(i) a Federal savings association to insure a portion of 
mortgage loans that it originates with a private mortgage 
insurance company that has entered into a reinsurance 
agreement with the association’s service corporation 
under which the service corporation would receive premium 
payments from the insurance company based on the default 
risk of the original loans: and 

(ii) a Federal association to pay all or a portion of the 
private mortgage insurance premiums related to mortgage 
loans that it originates. 

In addition, you requested our position regarding the effect on 
the calculation of the loan-to-value ratio of a mortgage loan, for 
purposes of 12 C.F.R. Section 567.6, if a savings association pays a 
portion of the private mortgage insurance for such loan. 

In brief, we conclude that the activity posed by the first 
question listed above is prohibited by 12 C.F.R. S 563.44. AS to the 
second question, a savings association may pay all or a portion of the 
insurance premiums related to mortgage loans that it originates. 
Where the association receives payments from the borrower for the 
insurance premiums, the loan-to-value ratio of the loan would not be 
affected. 

Backqround 

( “Savings Bank” 1 proposes to establish 
a mortgage guaranty reinsurance company as a wholly owned service 
corporation ( “Service Corporation” 1. The Service Corporation would 
enter into an arms-length reinsurance agreement with a mortgage 












